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and rents, less dividends to policy-
holders and wholly tax-exempt inter-
est, in determining tax liability under
section 821(a)(2). They are also used in
section 822(c)(6) in determining the
limitation on certain capital losses and
in the application of section 1212. The
term ‘‘net premiums’’ is defined in sec-
tion 823(1) and includes deposits and as-
sessments, but excludes amounts re-
turned to policyholders which are
treated as dividends under section
823(2).

§ 1.823–2 Dividends to policyholders.

(a) Dividends to policyholders is one
of the deductions used, together with
wholly tax-exempt interest, in deter-
mining tax liability under section
821(a)(2). They are also used in section
822(c)(6) in determining the limitation
on certain capital losses and in the ap-
plication of section 1212. The term
‘‘dividends to policyholders’’ is defined
in section 823(2) as dividends and simi-
lar distributions paid or declared to
policyholders. It includes amounts re-
turned to policyholders where the
amount is not fixed in the insurance
contract but depends upon the experi-
ence of the company or the discretion
of the management. Such amounts are
not to be treated as return premiums
under section 823(1). Similar distribu-
tions include such payments as the so-
called unabsorbed premium deposits re-
turned to policyholders by factory mu-
tual fire insurance companies. The
term ‘‘paid or declared’’ is to be con-
strued according to the method of ac-
counting regularly employed in keep-
ing the books of the insurance com-
pany, and such method shall be con-
sistently followed with respect to all
deductions (including dividends and
similar distributions to policyholders)
and all items of income.

(b) If the method of accounting so
employed is the cash receipts and dis-
bursements method, the deduction is
limited to the dividends and similar
distributions actually paid to policy-
holders in the taxable year. If, on the
other hand, the method of accounting
so employed is the accrual method, the
deduction, or a reasonably accurate es-
timate thereof, for dividends and simi-
lar distributions declared to policy-

holders for any taxable year will, in
general, be computed as follows:

To dividends and similar distributions paid
during the taxable year add the amount of
dividends and similar distributions declared
but unpaid at the end of the taxable year and
deduct dividends and similar distributions
declared but unpaid at the beginning of the
taxable year.

If an insurance company using the ac-
crual method does not compute the de-
duction for dividends and similar dis-
tributions declared to policyholders in
the manner stated, it must submit
with its return a full and complete ex-
planation of the manner in which the
deduction is computed. For the rule as
to when dividends are considered paid,
see the regulations under section 561.

§ 1.823–3 Taxable years affected.
Sections 1.823–1 and 1.823–2 are appli-

cable only to taxable years beginning
after December 31, 1953, but before Jan-
uary 1, 1955, and ending after August
16, 1954, and all references to sections
of part II, subchapter L, chapter 1 of
the Code are to the Internal Revenue
Code of 1954, before amendments. Sec-
tions 1.823–4 and 1.823–5 are applicable
only to taxable years beginning after
December 31, 1954, but before January
1, 1963, and all references to sections of
part II, subchapter L, chapter 1 of the
Code are to the Internal Revenue Code
of 1954, as amended by the Life Insur-
ance Company Tax Act for 1955 (70
Stat. 36). Sections 1.823–6 through 1.823–
8 are applicable only to taxable years
beginning after December 31, 1962, and
all references to sections of parts II
and III, subchapter L, chapter 1 of the
Code are to the Internal Revenue Code
of 1954 as amended by section 8 of the
Revenue Act of 1962 (76 Stat. 989).

[T.D. 6681, 28 FR 11116, Oct. 17, 1963]

§ 1.823–4 Net premiums.
Net premiums are one of the items

used, together with the gross amount
of income during the taxable year from
the items described in section 822(b)
(other than paragraph (1)(D) thereof),
less dividends to policyholders and
wholly tax-exempt interest, in deter-
mining tax liability under section
821(a)(2). They are also used in section
822(c)(6) in determining the limitation
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